Abstract
Introduction
The traditional model of demand for military expenditure developed in Smith (1980) presents military expenditure of a country as function of civilian output and of the 'strategic environment' which in turn is a function of military expenditures of other countries. In particular, the illustrative focus there was on the relationship between a superpower and other countries. Under the assumption that military expenditure of a superpower can be interpreted as a credible signal of threat, two behaviours could be envisioned: (i) free riding; (ii) leader/follower relationship. In the first case, the empirical association between military expenditures of a superpower and its allies turns to be negative because a country can 'free-ride' so reducing its contribution to the production of the public good of security. In the alternative case, a country is intended to 'follow' the leader so increasing the military expenditure. In fact, military expenditure of the superpower signals an increase in threat. The latter can be either allies or foes.
Eventually, several papers confirmed the interdependence between the military spending of countries within an alliance at regional level [see among others Murdoch and Sandler (1984) , Smith (1989) , Sandler and Murdoch (1990) ]. In this vein, this paper is intended first to verify whether the interdependence between US and European countries is confirmed in the period 1988-2013 when using a panel cointegration analysis. Then, by means of FMOLS and DOLS regressions, we provide long-run elasticities. In brief, we are able to verify whether European countries followed or free rode on US military spending. Secondly, we also consider interdependence among a panel of twenty European countries.
The data set
The empirical analysis exploits a panel of twenty European countries: 
The empirical strategy and results
The empirical strategy is based on three steps: i) a panel unit root test on the variables; ii) a panel cointegration test; iii) FMOLS and DOLS estimations to capture the long-run relationships. Table 2 Results suggest that we can rarely reject the hypothesis of common and individual unit roots when the variables are in (logged) levels, while the hypothesis of stationarity holds for their first difference in nearly every case. The series are non-stationary in levels and stationary in first differences if no linear trend is modelled. In that case time series show a pure stochastic trend with individual intercept. Once tested that the variables are integrated of order one -I(1) -we eventually test the hypothesis of the presence of cointegrating relationships among the series.
We conduct the Pedroni (1999) and the Kao (1999) residual cointegration tests assuming no deterministic time trend. The first rejects the null hypothesis of no cointegration (at 90%) for all out of 11 statistics reported in the case of pure stochastic trend and individual intercepts (10 out of 11 at 95%). On the contrary, the hypothesis of no cointegration is not rejected in all out of 11 tests, when no individual intercept and trend is modelled.
According to the first trend specification, the Kao test suggests that cointegrated relationships exist among variables and a long run relationship may be estimated. Results of cointegration tests are shown in table 3. 
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